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SUBJECT: ITALIAN VIEWS ON OECD DIRECT INVESTMENT EXERCISE 

REF: (A) STATE 89852 
(B) ROME 6254 

t ON MAY 7, EMBOFF CONVEYED MR. FLANIGAN S REGRETS AT 
BEING UNABLE TO TRAVEL TO ROME TO DISCUSS OECD FOREIGN 
INVESTMENT ISSUES WITH FINANCE MINISTER FIOLITTI. 

COPY OF AIDE MEMOIRE ON SUBJECT ALSO DELIVERED TO 
GIOLITTI'S CHEF DE CABINET AND MEETING SCHEDULED ON 
MAY 16 WITH BUDGET MINISTRY OFFICIAL RESPONSIBLE FOR 
SUBSTANTIVE ISSUE. 

2. ON MAY 14 TREASURY ATTACHE LEFT AIDE MEMOIRE 
OUTLINING USG POSITION ON OECD INVESTMENT ISSUES PER 
REFTEL WITH DR. ANTONELLO BIAGIOLI, RESEARCH OFFICE, 

BANK OF ITALY. BIAGIOLI IS PARTICIPATING IN STUDY IN 

OECD OF MULTINATIONALS AND FOLLOWS CAPITAL MOVEMENTS 

IN BOI RESEARCH DIVISION. HE PROMISED TO STUDY AIDE 

MEMOIRE AND DISCUSS IT WITH DR. ANTONIO FAZIO, HEAD OF RESEARCH 
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OFFICE, TO INSURE THAT BOI INPUT INTO ITALIAN 
POSITION FOR OECD MINISTERIAL WOULD TAKE USG VIEWS 
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INTO CONSIDERATION. 

3. IN RESPONSE TO QUESTION ABOUT RATHER NEGATIVE 
POSITION OF GOI IN OECD ON NATIONAL TREATMENT QUESTION, 
BIAGOLI NOTED THAT BOI WAS IN FAVOR OF LIBERAL CAPITAL 
MOVEMENTS POLICY FOR BALANCE OF PAYMENTS CONSIDERATIONS. 
HOWEVER, BANK WAS SOMEWHAT CONCERNED ABOUT USE OF FOREIGN 
INVESTMENTS AS VEHICLE FOR SECURING TAX AND FOREIGN 
EXCHANGE BENEFITS BY ITALIANS. FOR EXAMPLE, BIAGIOLI 
CITED CASES WHERE ITALIAN RESIDENTS ILLEGALLY EXPORTED 
CAPITAL FROM ITALY AND THEN REPATRIATED CAPITAL IN 
FORM OF "FOREIGN" INVESTMENTS FROM SWITZERLAND. THIS 
PROVIDED THEM WITH FAVORABLE TAX TREATMENT AND WITH 
RIGHT TO RE-EXPORT CAPITAL AND EARNINGS (UNDER 1956 
FOREIGN INVESTMENT LAW). DR. BIAGIOLI ADMITTED THAT 
THIS ABUSE OF EXISTING FREEDOM FOR SUCH CAPITAL 
MOVEMENTS SHOULD NOT UNDERCUT BASIC POLICY. HE THOUGHT 
THAT HESITANT ITALIAN POSITION IN XCSS MAY BE PARTLY 
DUE TO POSITIONS OF MINISTRIES OF BUDGET AND OF INDUSTRY. 
LATTER WAS CONCERNED ABOUT AGREEMENTS BY ITALIAN 
SUBSIDIARIES OF FOREIGN FIRMS TO RESTRICT RE-EXPORT OF 
TECHNOLOGY TO THIRD COUNTRY MARKETS. VOLPE 
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